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OATH OR AFFIRMATION

Clifton DAmato affirm that to the best of my knowledge and belief the accompanying financial statements and

supplementary information pertaining to the firm of MSCS Financial LLC as of and for the
year ended December 31 2009 are

true and correct further affirm that neither the Company nor any officer or director has any proprietary

interest in any account classified solely as that of customer
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INDEPENDENT AUDITORS REPORT

Board of Directors and Member
MSCS Financial Services LLC

Denver Colorado

We have audited the accompanying statement of financial condition of MSCS Financial Services LLC
the Company as of December 31 2009 and the related statements of income and members equity

and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities

Exchange Act of 1934 These financial statements are the responsibility of the Companys

management Our responsibility is to express an opinion on these financial statements based on our

audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the fmancial statements are free of material misstatement An audit includes examining

on test basis evidence supporting the amounts and disclosures in the financial statements An audit

also includes assessing the accounting principles used and significant estimates made by management
as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of MSCS Financial Services LLC as of December 31 2009 and the results of its

operations and its cash flows for the year then ended in conformity with accounting principles generally

accepted in the United States of America

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as

whole The information included in the accompanying schedule is presented for purposes of additional

analysis and is not required part of the basic financial statements but is supplementary information

required by Rule 17a-5 under the Securities Exchange Act of 1934 Such information has been

subjected to the auditing procedures applied in the audit of the basic financial statements and in our

opinion is fairly stated in all material respects in relation to the basic financial statements taken as

whole

JA4/ /%
Ehrhardt Keefe Steiner Hottman PC

February 18 2010

Denver Colorado

DENVER FORT COLLINS BOULDER
www.EKSH.com



MSCS FINANCIAL SERVICES LLC

Statement of Financial Condition

December 31 2009

Assets

Assets

Cash and cash equivalents 3807456
Cash deposited with clearing organization 50000

Accounts receivable 339103
Due from affiliate 385961
Due from member 26037

Prepaid expenses 2955

Total assets 4.611.512

Liabilities and Members Equity

Liabilities

Accounts payable and accrued liabilities 1114676
Due to affiliate 288686
Due to member 21.476

Total liabilities 1424838

Contingencies

Members equity 3186.674

Total liabilities and members equity 4.611.512

See notes to fmancial statements
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MSCS FINANCIAL SERVICES LLC

Statement of Income and Members Equity

For the Year Ended December 31 2009

Revenue

Commission and distribution fees 41234887
Interest 11291

Total revenue 41246.178

Operating expenses

Commissions paid to other broker dealers 15394512

Employee compensation and benefits 3341537
Other operating expenses 1108385

Communications and data processing 229618
Clearance fees 46948

Total operating expenses 20.121000

Net income 21125178

Beginning members equity 3461496

Distributions to member 1.400.000

Ending members equity 3186.674

See notes to financial statements
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MSCS FINANCIAL SERVICES LLC

Statement of Cash Flows

For the Year Ended December 31 2009

Cash flows from operating activities

Net income 21125.178

Adjustments to reconcile net income to net cash

provided by operating activities

Cash deposited with clearing organization 7996
Accounts receivable 175995
Prepaid expenses 733
Accounts payable and accrued liabilities 335128
Due from affiliate net 94.628

71.768

Net cash provided by operating activities 21.196.946

Cash flows from financing activities

Distributions to member 21400000
Due from member net 24144

Net cash used in financing activities 1.424.144

Net decrease in cash and cash equivalents 227198

Cash and cash equivalents beginning of year 4.034.654

Cash and cash equivalents end of year 3.807.456

See notes to financial statements
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MSCS FINANCIAL SERVICES LLC

Notes to Financial Statements

Note Description of Business and Summary of Significant Accounting Policies

MSCS Financial Services LLC the Company was formed on April 2001 as Delaware Limited

Liability Company The Company is broker-dealer registered with the Securities and Exchange

Commission SEC and member of the Financial Industry Regulatory Authority FINRA
Pursuant to the Companys membership agreement the SEC and FINRA gave the Company permission

to commence operations on January 2002 and to continue until December 31 2049

The Company is wholly-owned subsidiary of Matrix Settlement Clearance Services LLC the

Parent The Parent is owned 100% by OPTECH Systems Inc who is wholly owned subsidiary of

Matrix Financial Solutions Inc The Company was formed to perform broker-dealer functions required

to support the Parents business that consists primarily of facilitating the clearing of purchase and

redemption trades of various mutual fund shares for the customer accounts of financial institutions

such as banks third-party administrators and registered investment advisers throughout the United

States the Customers The Company processes unsolicited mutual fund transactions from the

Customers and does not process any retail business

As discussed above and in Note the Company is part of an affiliated group of entities Accordingly

these affiliations and other related party disclosures must be taken into consideration in reviewing the

accompanying financial statements The operating results of the Company could vary significantly

from those that would have been obtained had the Company operated independently

The Company operates pursuant to paragraph k2B of Rule 15c3-3 of the Securities and Exchange

Act of 1934 the Act and does not carry customer accounts or clear customer transactions

Accordingly all such transactions are executed and introduced by the Company on behalf of its

affiliate MG Trust Company LLC to Ridge Clearing and Outsourcing Solutions LLC Ridge on

fully disclosed basis The Companys agreement with Ridge provides that as clearing broker Ridge

will keep such records of the transactions affected and cleared in the customer accounts as are

customarily made and kept by clearing broker pursuant to the requirements of Rules 7a-3 and 7a-4

of the Act and performs all services customarily incident thereto All customer funds and securities

received if any are promptly transmitted directly to Ridge As result the Company is exempt from

the remaining provisions and requirements of Rule 5c3-3 of the Act

Cash and Cash Eciuivalents

The Company considers all highly liquid instruments purchased with an original maturity of three

months or less to be cash equivalents The Company continually monitors its positions with and the

credit quality of the fmancial institutions with which it invests As of the balance sheet date balances

of cash and cash equivalents exceeded the federally insured limit by approximately $2.4 million

Concentrations of Credit Risk

Financial instruments which potentially subject the Company to concentration of credit risk consist

principally of cash and cash equivalents and accounts receivable The Company places its temporary

cash investments with what management believes are high-credit quality fmancial institutions

-5-



MSCS FINANCIAL SERVICES LLC

Notes to Financial Statements

Note Description of Business and Summary of Significant Accounting Policies continued

Concentrations of Credit Risk continued

The Company grants credit in the normal course of business to customers in the United States The

Company periodically performs credit analysis and monitors the fmancial condition of its customers to

reduce credit risk For the year ended December 31 2009 two customers accounted for 20% of

commissions and distribution fees

Fair Value of Financial Instruments

The carrying amounts of financial instruments including cash and cash equivalents receivables

deposits and payables approximated fair value as of December 31 2009 because of the relatively short

maturity of these instruments

Cash Deposited With Clearing Organization

The Company has cash of $50000 deposited with Ridge to offset certain risks assumed by Ridge

related to clearing and settling securities and cash transactions on behalf of the Companys customers

Revenue Recognition

Revenues related expenses commissions receivable and payable are recorded on trade-date basis

which is the date the transaction is executed Commissions receivable are typically received in full

shortly after the receivable is recorded and management has determined that no allowance for

uncollectible amounts is necessary The Company historically has not experienced losses from

uncollectible accounts

Revenue is primarily earned from commissions where the Company is the broker-dealer of record for

certain mutual fund and security transactions Income received from front-end commissions and

related transactional fees are recorded on trade-date basis as the security transactions occur Income

received for Rule 2b- distribution fees are recognized when received Revenue is presented in the

accompanying statement of income in accordance with ASC 605-45 Revenue Recognition Principle

Agent Considerations The Company has no significant incremental direct costs

Income Taxes

The Company has elected to be treated as Limited Liability Company LLC for income tax

purposes Accordingly taxable income and losses of the Company are reported on the income tax

return of the Companys member and no provision for income taxes has been recorded in the

accompanying financial statements
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MSCS FINANCIAL SERVICES LLC

Notes to Financial Statements

Note Description of Business and Summary of Significant Accounting Policies continued

Income Taxes continued

Effective January 2009 the Company adopted new accounting policy related to accounting for

uncertain income tax positions Under this new authoritative guidance the Company now recognizes

the tax benefit from an uncertain tax position if it is more likely than not that the tax position will be

sustained on examination by the taxing authorities based on the technical merits of the position The

application of income tax law is inherently complex Laws and regulations in this area are voluminous

and are often ambiguous As such the Company is required to make many subjective assumptions and

judgments regarding income tax exposures Interpretations of and guidance surrounding income tax

law and regulations change over time and may result in changes to its subjective assumptions and

judgments which can materially affect amounts recognized in its consolidated balance sheets and

statements of operations

The result of the reassessment of its tax positions in accordance with this pronouncement did not have

material impact on the financial statements Federal and state tax returns filed since 2006 are subject

to future examination by tax authorities for all the Companys tax jurisdictions Management has

reviewed current positions and does not deem it necessary to make any further provisions

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in

the United States of America requires management to make estimates and assumptions that affect the

reported amounts of assets and liabilities disclosures of contingent assets and liabilities at the date of

the fmancial statements and the reported amounts of revenues and expenses during the reporting

period Actual results could differ from those estimates

Note Related Party Transactions

The Company has an Expense Paying Agreement with Matrix Settlement Clearance Services LLC

MSCS wholly-owned subsidiary of Matrix Financial Solutions Inc where MSCS provides

office space personal property utilities accounting payroll and employee benefits services to the

Company and the Company pays MSCS for its share based upon its usage The Company recorded

approximately $3 million in allocated expenses for the year ended December 31 2009 These amounts

may not be indicative of expenses for similar transactions incurred with third parties Additionally the

Company had net balance due from MSCS of $97275

For the year ended December 31 2009 the Company made distributions to the Parent in the amount of

$21400000 Additionally the Company had net balance due fràm the Parent of $4561

As of December 31 2009 accounts receivable were pledged as collateral for line-of-credit held by
Matrix Financial Solutions Inc

-7-



MSCS FINANCIAL SERVICES LLC

Notes to Financial Statements

Note Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule Rule
15c3-1 which requires the maintenance of minimum net capital and ratio of aggregate indebtedness

to net capital At December 31 2009 the Company had net capital of $2385189 which was

$2290199 in excess of its required net capital of $94990 the greater of $25000 or 6-2/3% of

aggregate indebtedness The Companys aggregate indebtedness to net capital ratio was 0.60 to as of

December 31 2009

Note 4- Subsequent Events

The Company evaluated all events and transactions that occurred after December 31 2009 through

February 18 2010 the date the financial statements were available for issuance
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MSCS FINANCIAL SERVICES LLC

Computation of Aggregate Indebtedness and Net Capital Pursuant to Rule 15c34 of the

Securities and Exchange Commission

December 31 2009

Total members equity 3186674

Deduct nonallowable assets

Accounts receivable 338899
Due from affiliate 385961
Due from member 26037
Prepaid expenses 2955

Deduct haircuts on securities

Other securities 47633

Net capital 2.385.189

Total aggregate indebtedness 1.42483

Net capital 2385189

Minimum net capital requirement greater of

$25000 or 6-2/3% of aggregate indebtedness 94.989

Excess net capital 2.290200

Aggregate indebtedness to net capital 0.60

The above computation does not differ from the computation of net capital prepared by the Company

as of December 31 2009 on Form X-17a-5 as amended
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INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5

Board of Directors and Member
MSCS Financial Services LLC

Denver Colorado

In planning and performing our audit of the fmancial statements of MSCS Financial Services LLC the

Company as of and for the year ended December 31 2009 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

fmancial reporting internal control as basis for designing our auditing procedures for the purpose of

expressing our opinion on the financial statements but not for the purpose of expressing an opinion on

the effectiveness of the Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices and procedures

that we considered relevant to the objectives stated in Rule 17a-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a1
and for determining compliance with the exemptive provisions of Rule 15c3-3 Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer

securities we did not review the practices and procedures followed by the Company in any of the

following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and

the practices and procedures referred to in the preceding paragraph In fulfilling this responsibility

estimates and judgments by management are required to assess the expected benefits and related costs

of controls and of the practices and procedures referred to in the preceding paragraph and to assess

whether those practices and procedures can be expected to achieve the SECs above-mentioned

objectives Two of the objectives of internal control and the practices and procedures are to provide

management with reasonable but not absolute assurance that assets for which the Company has

responsibility are safeguarded against loss from unauthorized use or disposition and that transactions

are executed in accordance with managements authorization and recorded properly to permit the

preparation of financial statements in conformity with generally accepted accounting principles Rule

7a-5g lists additional objectives of the practices and procedures listed in the preceding paragraph

11
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Board of Directors and Member

MSCS Financial Services LLC

Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future

periods is subject to the risk that they may become inadequate because of changes in conditions or that

the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or

employees in the nonnal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination of

control deficiencies that adversely affects the entitys ability to initiate authorize record process or

report fmancial data reliably in accordance with generally accepted accounting principles such that

there is more than remote likelihood that misstatement of the entitys financial statements that is

more than inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that results

in more than remote likelihood that material misstatement of the financial statements will not be

prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for

safeguarding securities that we consider to be material weaknesses as defmed above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices and

procedures as described in the second paragraph of this report were adequate at December 31 2009

to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 17a-

5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers

and is not intended to be and should not be used by anyone other than these specified parties

Jj44/i
Ehrhardt Keefe Steiner Hottman PC

February 18 2010

Denver Colorado
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